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Summary of L egislation: State SpendingLimit: Thishill limitsincreasesin state expendituresto an amount
based on the increase in inflation and population. It alows the General Assembly to authorize additional
spending through adoption of a concurrent resolution. The bill establishes the Excess Tax Fund to receive
certain state revenues that exceed the spending limit and provides that the fund is to be used to provide
property tax relief programs enacted by the General Assembly.

Family and Children: This bill eliminates the authority of a county to impose a property tax levy for the
county Family and Children's Fund, beginning in 2004. It transfers responsibility for funding children's
services from the county Family and Children's Funds to the state. The bill eliminates the authority of a
county to borrow for welfare purposes. It also provides that, beginning in 2000, the Auditor of State shall
annually transfer $50 M from the Lottery and Gaming Surplus Account to the state Welfare Replacement
Fund for purposes of funding children's services. The bill providesthat any additional necessary fundingis
appropriated from the state General Fund and it makes certain conforming amendments.

Effective Date: Upon passage; July 1, 2001; July 1, 2003; January 1, 2004.

Explanation of StateExpenditures: ExpenditureLimits; Thisbill establishesamaximum annual percentage
change for state government expenditures to be based on the sum of the percentage change in inflation
(defined as the Consumer Price Index- CPl) and population plus 1%. If revenues exceed the expenditure
limit, the excess shall be deposited in the Excess Tax Fund. The General Assembly may authorize spending
that exceedsthe expenditurelimit if aconcurrent resolution isadopted by amajority of the membersof both
the House and Senate.

The Excess Tax Fund is established to provide property tax relief under programs enacted by the General
Assembly. The Fundisto be administered by the Treasurer of State. The Treasurer shall invest money inthe
Fund not currently needed to meet the obligations in the same manner as other public money. Interest that

HB 1550+ 1



accrues shall be deposited in the Fund. Money in the Fund at the end of thefiscal year does not revert to the
General Fund.

Thishill appliesto appropriationsbeginningin FY 2004. Accordingto the June 30, 2000, Surplus Statement,
FY 2001 budgeted appropriations are $10,052.3 M. The average annua change in CPI for the last five
calendar years has been 2.4%. The average annual change in population has been less than 1%. Depending
on the level of inflation and change in population, future expenditure increases could be restricted to
approximately 4% or 5%. The December 19, 2000, Revenue Forecast also projects a 5.4% increase in
General Fund and Property Tax Replacement Fund revenue from FY 2002 to FY 2003. Thereisno official
forecast of revenue collections for FY 2004 and beyond.

The impact on state spending and the amount of revenue which would be available for refund is subject to
legidlative, executive, and judicia actions.

Background Information: Theaverageannual changeinthe CPI and populationfor thelast fiveyears, aswell
asthe minimal limits set out in thisbill are identified below.

CY May - April Index % ChangeCPl % ChangeinPop Max % (includes+1%)

CY 95-96 2.78% 1% 4.48%
CY 96 - 97 2.93% .6% 4.53%
CY 97-98 1.89% .6% 3.49%
CY 98-99 1.67% .6% 3.27%
CY 99 - 2000 2.63% NA NA

Family and Children: Thisbill eliminates the county funding of family and children’s services. Beginning
in CY 2004, the state would be responsible for the current gross county expenditures for family and
children’s services which are estimated at $152.8 M for FY 2004 (first half of CY 2004) and $313.0 M for
FY 2005. Child welfare expenditures experienced an average annual increase of about 20% between 1987
and 1995. The projections, above, are based on estimated continued growth in child welfare expenditures
of about 5% per year reflecting the lower annual increases of the last few years.

The State already contributes to this expenditure in the form of Property Tax Replacement Credit (PTRC)
and Homestead Credit. Because of the elimination of the gross property tax levies under this proposal, the
state payment for PTRC and Homestead Credit would be reduced by about $26.6 M for FY 2004 and $54.6
M for FY 2005.

The resulting net additional state expenditures (additional expenditures less PTRC and Homestead Credit)
are estimated at $126.2 M for FY 2004 and $258.4 M for FY 2005. The total net cost to the state (Net
expendituresless additional revenues as explained below) isestimated at $113.5M for FY 2004 and
$232.8 M for FY 2005.

The State Welfare Replacement Fund (SWREF) is established for the purposes of paying the costs of
children’s services. The bill transfers $50 M annually from the Lottery and Gaming Surplus Account into
this fund beginning in FY 2002. The Treasurer shall invest the money in the Fund and money in the Fund
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does not revert to the State General Fund at the end of the state fiscal year. Amounts necessary to make the
transfers are appropriated from the SWRF and, as heeded, from the State General Fund. Based on projected
transfersfor FY 2002 through FY 2004 there would be $150 M plusinterest in the SWRF for the estimated
$113.5 M in net additional state expenditures for family and children’s servicesin FY 2004.

Background: Under current statute, surplus Lottery revenueisfirst transferred to the Teachers' Retirement
Fund (TRF) and the Pension Relief Fund (PRF). Once these transfers are made, surplus Lottery revenueis
then distributed to the Lottery and Gaming Surplus Account (LGSA) within the Build Indiana Fund.

The LGSA also receives surplus gaming revenues (revenues from the Riverboat Wagering Tax, the
Parimutuel Wagering Tax, and the Charity Gaming Excise Tax). A statutorily determined amount of revenue
in the LGSA istransferred each year to the Motor Vehicle Excise Tax Replacement Account (MVETRA)
within the state General Fund. (Beginning with FY 2002 and continuing each year thereafter thisamount is
equal to approximately $236.2 M.) The remaining money in the LGSA is then transferred to the State and
Local Capital Projects Account (SLCPA). The table below outlines the actual and estimated L ottery and
gaming revenue for FY 2000 to FY 2003, along with the required statutory distributions.

Surplus Lottery and Gaming Revenue & Distributions (Millions)

FY 2000 FY 2001 FY 2002 FY 2003
Revenues & Distributions (Actual) (Projected) (Projected) | (Projected)
Surplus Lottery Revenue $173.3 $167.0 $167.0 $167.0
TRF Transfer ($30.0) ($30.0) ($30.0) ($30.0)
PRF Transfer ($30.0) ($30.0) ($30.0) ($30.0)
Surplus Lottery Revenue to the LGSA $113.3 $107.0 $107.0 $107.0
Surplus Gaming Revenue to the LGSA $252.5 $256.6 $256.6 $256.6
Interest $18.1 $14.0 $14.0 $14.0
Total Revenueto LGSA 383.9 377.6 377.6 377.6
MVETRA Transfer ($219.8) ($234.7) ($236.2) ($236.2)
SLCPA Transfer ($164.1) ($142.9) ($141.4) ($141.4)

The balance of the BIF as of June 30, 2000, was $342.1 M.

Thehill also requires each juvenile court judge to annually compile and submit abudget for children served
by the probation department. The county welfare director's child services budget must include the judge's
budget. Thebill further prohibitsthetotal of all approved child services budgets from exceeding the amount
appropriated for that purpose. If these budgeting techniques cause spending to be curtailed then the above
cost estimates would be reduced.

Thebill also containsaprovision that requiresthe state to reimburse each county for the proportionate share

of operating costs of the county auditor's and treasurer's offices for support of the Family and Children's
Fund. This expense would be in addition to the cost estimate provided above.
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Explanation of State Revenues: Family and Children: The state would receive the Financial Institutions
Tax (FIT) and Motor V ehicle Excise Tax moniesthat were apportioned to the counties Family and Children
Funds. The estimated total revenuethat would be transferred to the state General Fund isabout $25.4 M for
CY 2004 and $25.9 M for CY 2005. On afiscal year basis, thiswould amount to approximately $12.7 M in
FY 2004 and $25.6 M in FY 2005.

Explanation of L ocal Expenditures: Expenditure Limits: Distributions of state revenue to local units of
government are dependent on the disposition of state appropriations.

Family and Children: The countieswoul d experiencereduced expendituresfor family and children’ sservices
at an estimated $305.7 M for CY 2004 and $320.2 M for CY 2005.

Explanation of L ocal Revenues. Family and Children: The countieswill experiencereduced net levies
of an estimated $227.1 M for CY 2004 and $238.4 M for CY 2005.

The reduced net levies, above, are equal to the reduced gross levies |ess the amount paid by the state for
PTRC and Homestead Credits. The gross levies are estimated to be $280.4 M for CY 2004 and $294.3 M
for CY 2005. PTRC and Homestead Credit payments are estimated to be $53.2 M for CY 2004 and $55.9
M for CY 2005.

In additionto the elimination of the Family and Children Fundsand the shift in responsibility to pay for these
services, the FIT and Motor Vehicle Excise Tax monies that were apportioned to the funds would flow to
the state General Fund under thisproposal. The estimated total revenuethat would betransferredto the state
General Fund is about $25.4 M for CY 2004 and $25.9 M for CY 2005.

Tax increment financing (TIF) alocations are equal to the incremental assessed value in a TIF area
multiplied by thetaxing district'stax rate. Asaconsequence of eliminating the County Family and Children’s
Fund leviesand tax rates, TIF proceedswould bereduced. If thesetax rateshad been eliminatedin CY 2000,
TIFdistricts, statewide, would havel ost about $4.7 M inrevenue. However, thisbill permitsthe TIF district's
governing body to impose a special assessment on the property inthe TIF areain order to meet the district's
obligations.

State Agencies Affected: Family and Social Services Administration; State Budget Agency; General
Assembly; Treasurer of State.

L ocal Agencies Affected: Counties.

Information Sources: Family and Social Services Administration; Local Government Database; GF &
PTRF Statement of Combined Estimated Unappropriated Reserve, June 30, 2000 - State Budget Agency;
December 19, 2000 State Revenue Forecast- Revenue Forecast Technical Committee; Dan Bastin, Auditor
of State's Office (232-3300); U.S. Census Bureau; Bureau of Labor Statistics.
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